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China's financial market is not yet fully market-oriented. The main financing 
channels for most enterprises are still bank loans. Many studies abroad suggested that 
the financial institutions in developed financial markets have the function of reducing 
transaction costs, solving the information asymmetry and agency conflicts problem. 
The announcement of bank loans tends to have a good signal in causing positive 
market reaction. But in developing countries, the theory might encounter some 
challenges. 
This paper using LOGIT regression model with both qualitative and quantitative 
methods study bank loans with Chinese characteristics and the stock market reaction 
to bank loan announcement. The paper combines bank loans and stock market under 
Chinese unique financial market environment and discusses bank functions in stock 
market. 
  Firstly, I derived the theoretical model to study the lending decisions of bank 
loans and possibly stock market reactions under different conditions with political 
purpose and relationship influences. Then I advanced several assumptions based on 
the model. In the empirical part, I collected the bank loans data released by the listed 
companies in China from year 2006 to year 2013, using logistic regression to study 
the characteristics of Chinese bank loans. The paper found that poor performance but 
state-owned companies are more likely to get bank loans. Then I study the long-term 
performance of borrowers to test the effect of bank loans and found that most of bank 
loans are used to meet liquidity needs, rather than investing in new project that 
generate positive NPV. So the bank loans had no significant effect on improving 
company's performance. Finally, the paper study market reactions to bank loan 
announcements to test whether China's financial institutions have the functions as 
theory suggested. I used market model to estimate the borrowers’ stock abnormal 
returns. By examining significance and symbolic of stock abnormal returns, the paper 
found that there exists negative market reactions to bank loans with political purpose 
and relationship influences and no obvious market reactions to bank loans purely 
based on commercial purposes. 
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